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BUILDING BOOM LIFTS RETAIL SALES 





ber. New homes also need furniture and appliances, and most of them are 
built where a man has to have at least one automobile to get back and forth 
to work. A lot of families need two. 


] T not only takes a heap of living to make a home - it takes a heap of lum- 


While this is by no means the whole story in rising retail sales of lumber 
yards, furniture and appliance stores, and automobile dealers, there is no ques- 
tion that the present building boom has contributed important support to the sales 
volume in these lines. 


Total retail sales over the entire country are running 8% ahead of last year. 
This comparison is based on the $103 billion volume for the first 7 months of this 
year against $95.5 billion during the same period in 1954. Retail sales in lum- 
ber yards, however, are up 21% over last year, ‘while furniture stores and auto- 
mobile dealers’ sales are up 18% and 21%, respectively. Nearly all retail lines 
are going ahead at a record pace, the most notable exception being stores selling 
bakery goods. There, sales are off 6% from last year. 


Within smaller areas - metropolitan areas for instance - retail sales vary 
tremendously and are subject to quick change. Automobile sales in the Boston 
area and the Providence area showed modest gains of 6% and 4%, respectively, 
compared with the national gain of 21%, and gains of 55% in Sacramento and 41% 
in St. Louis. 


Most lumber dealers have been doing splendidly, but some areas have been 
much better than others. Los Angeles retail lumber sales are running 34% ahead 
of last year, while those in Washington, D. C., and Birmingham are doing almost 
as well, with gains of 33%. On the other end are areas like Norfolk, where lum- 
ber dealers have had to get by with a 6% rise in sales, and Kansas City, where 
they did a little better, scoring a 9% gain over their sales volume of a year ago 
(all of these comparisons are for January-July 1954 vs. January-July 1955). 


Birmingham was also far out in front with a gain in furniture sales of 33%. 
Its nearest big-city competition came from Pittsburgh, where furniture sales 
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have risen 18%. On the other extreme, the midwestern drought has apparently 
extended to Kansas City furniture dealers. Sales there are off 7%. 


There are a good many other variations in retail sales from one area to 
another. One that doesn’t seem reasonable at long distance is the 22% gain in 
San Francisco. retail shoe stores compared with no change in shoe sales across 
the Bay in Alameda County. Jewelry stores in New York scored a gain of 24%, 
a 1% loss for those in Northeastern New Jersey. Bars and taverns showed a loss 
of 10% in Milwaukee, and a gain of 28% in Minneapolis and St. Paul. 





Gasoline service station sales have shown a 9% gain over last year. Within 
the major metropolitan areas the variations have ranged from a 19% gain in 
Buffalo to an 8% loss in Boston. 


All of this means very little to the residential real estate broker. Onthe 
other hand, leasing agents and owners of commercial properties as well as their 
mortgagees should keep up to date on local trends in retail sales. The national 
picture is too big and contains too many variations to be much help at the local 
level 


By all odds the best series of data on retail sales are the seasonally corrected 
indexes of department store sales compiled by the Federal Reserve Banks. We 
have charted these figures for 80 principal cities on pages 397 through 404. Each 
city index is shown in biue compared with the national average, which is shown 

(cont. on page 405) 
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DEPARTMENT STORE SALES IN PRINCIPAL CITIES 
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BUILDING BOOM LIFTS RETAIL SALES 
(cont. from page 396) 

in red. These are indexes of the average daily dollar volume of department store 

sales 


They are indexed on the basis of 1935-39 = 100. This means that nationally, 
department stores are selling about $342 worth of merchandise for every $100 
they sold during the 1935-39 period. For this reason, it is not possible to com- 
pare one city with another except to say that one has shown more gain over its 
1935-39 sales than another one has. Obviously, New York City has a much higher 
volume of department store sales than Atlanta. On the other hand, Atlanta has 
shown much more improvement over its 1935-39 sales rate than has New York, 
because Atlanta is now selling $614 worth for every $100 it sold in 1935-39, while 
New York stores are selling only $215 worth now for every $100 sold then. 


Of these 80 cities, 47 have been running well above the national average during 
the postwar period. Nearly all of these are in the South or West. York, Syra- 
cuse, Trenton, and Erie are the only eastern cities that have been so fortunate. 
Those cities where department store sales have closely followed the national 
average are mostly in the East and Midwest. Only 4 out of 22 are western cities. 
Of the 11 cities where department store sales have consistently lagged the na- 
tional average, only 4 are west of the Alleghenies. They are St. Paul, Chicago, 
Peoria, and Springfield, Ohio. The other 7 are along the eastern seaboard and 
north of the Potomac. 


Generally speaking, then, you could say that department store sales, anda 
good many other economic indicators, follow population growth, and particularly 
migratory population growth. This is something which most of us know but which 
we are sometimes inclined to overlook. 


For the remainder of this year the outlook for nearly all lines is good, and 
for 1956, too. It will be a disappointing season if sales this December fail to 
reach an alltime high. 


RENTAL HOUSING CONSTRUCTION LAGS 


HERE will probably never be another rental housing building boom ap- 
- proaching the magnitude of that inthe late and middle 1920’s. During 

the 1925-29 period almost 45%of all new dwelling units were built to rent. 
In 1928, rental units made up 48% of all new dwelling units started. 


In contrast, the postwar building boom has seen rental construction at a con- 
tinuously low level. In 1946, under rent controls only 11% were built to rent. 
There was a slow climb to 1949 when, with the help of Section 608 of Title VI, 
20% of all residential units were built to rent. There has been a gradual decline 


since then, and in 1954, with 608 out of the picture, only 10% of all dwelling units 
were built for rent. 


; | (cont. on page 409) 
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(cont. from page 405) 

There are two powerful reasons 
why builders and investors show such 
a marked lack of interest in building 
rental housing. First, for purposes 
of discussion though not necessarily 
first in importance, are the extremely 
favorable financing terms for the 
home buyer. Low-equity, long-term 
amortized loans frequently make the 
monthly payoff on a home as cheap as 
or cheaper thanthe rent on comparable 
apartment space. Sothe demand for 
rental units in relation to the demand 
for sales units has been in a long- 
range downward trend for a good 
many years. 


Secondly, the cost of building rent- 
al units has been, in most cases, so 
high that there has been little incen- 
tive to erect them as a long-term in- 
vestment. A few highly efficient and 
skillful builders have been able to 
erect rental units in the postwar pe- 
riod by taking advantage of the privi- 
leges of 608 financing. How many of 
these 608’s will turn out to be sound 
investments remains to be seen. 
Some of them undoubtedly will, but a 
good many others will not. Neverthe- 
less, the reason they were built in 
most instances was that the builders 
found that they could make a profit on 
the construction phase of the project, 
disregarding its long-term investment 
possibilities. This is exactly the same 
principle that home builders have 
always followed. They build homes 
to sell and get back their invested 
capital and their profit through their 
construction activity. 


The cost figures on pages 406 and 
407 andthe charts on pages 408 and 
409 show you why this is so. These 
costs are those of a typical builder 
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putting up one fireproof building, and for this reason will be somewhat higher 
than the unit costs of a highly efficient builder erecting a large number of more 
lightly constructed buildings. 


The chart at the top of page 409 shows the net income and rate of net return 
on a new 30-family fireproof apartment building from 1913 to the present. The 
blue line running up and down through the chart shows the rate of net return after 
depreciation. In 1922 and 1923 it rose to a trifle better than 9%, but by 1935 it 
had shrunk to slightly more than one-half of 1 percent. This is, of course, why 
so many rental units were built in the twenties and why so few were built in the 
thirties. 


In 1946, when rent controls on new buildings were stil! in force, the return 
on this apartment was less than 2%. This explains why so few apartments were 
built immediately following the war. When controls went off new construction, 
we changed the makeup of this chart somewhat. We assumed that a long-term 
investor would not be satisfied with a return of less than 6% net after deprecia- 
tion. We started with this percentage and then worked backwards to see what rent 
schedule would be necessary to pay a return of 6% after all operating, maintenance 
and fixed expenses and 2% depreciation had been deducted. This is the reason 
our net return line on the chart runs at 6% during the 1947-55 period. 


The chart shows that in order to pay this return, a rent schedule of $54, 450 
per year would be required. This allows for a vacancy and concession factor of 


7%. A schedule this high would mean a rate per room of $44.50, or $133.50 for 
a three-room apartment with heat and all utilities furnished. Naturally, the 
maintenance expenses would not be so high during the first 5 or 10 years of the 
building’s life. Therefore, this schedule is on the high side for a new building. 
However, the long-term investor must consider a building as having at leasta 
50-year life, and should set up his rent schedules to allow for proper maintenance. 














